Financial plctnninii, is otie of the essential ingredients iti successful
Financial planning may be defined as the projection of financial operating results in order to maximize profit or to attain particular financial goals. Financial planning is undertaken at a personal level to insure that individuals have adequate funds for retirement or for the education of their children. At a corporate level, financial planning is used extensively to maximize profit and to improve stockholder returns.
As the first finance consultant for NCEA and one who has devoted the last 25 years to providing consultation to Catholic schools, I contend that financial planning as a stand-alone process is inappropriate for Catholic secondary schools. When financial planning is taken to an extreme or used in isolation, the financial goals often impede more legitimate and desirable outcomes with regard to the teaching/leaming process. Occasionally financial planning has been blatantly counterproductive to the mission of Catholic education.
Financial planning should, more appropriately, be viewed as one of the tools in the Principals Toolbox (Harrington & Colenzinski, 1975) . It should be used in conjunction with others in order to ensure that the philosophy and mission of the school are carried out. Financial planning is only one component of the comprehensive planning model for Catholic schools. This is not to suggest that financial planning should not be carried out, but rather that effective financial planning needs to follow a very clear sequence of events. Figure 1 shows the ideal flow of financial planning for the Catholic secondary school. This model presumes that all planning will be mission-driven and based upon both the philosophy and mission of the school. Moreover, this model presumes that mission-driven strategic goals rather than financial plans will guide the school into the future. Financial plans are based upon and reflective of the strategic goals. Annual operating budgets are based upon the longrange financial plans, and financial management and reporting are then carried out in light of these plans.
The following paragraphs highlight specific considerations regarding each element of the Catholic-school planning model.
PHILOSOPHY
The Catholic-school philosophy speaks of what the school is called to be and is grounded in the fundamental teaching ministry of the Catholic Church. The philosophical underpinnings of the Catholic school require that it exist to integrate elements of faith in the leaming process. Additionally, the Catholic school exists to: In applying clarity of philosophy and mission to the Catholic-school planning model, perhaps the German word aufgratstaktik best captures both the spirit and the intent. Loosely translated, aufgratstaktik means "missiondriven strategies.*' Successful strategic and financial planning in the Catholic school is mission-driven.
STRATEGIC PLAN AND GOALS
The Catholic School Management Letter (1996) proclaimed strategic planning and management to be increasingly critical to the long-term viability and success of the Catholic school as we approach the third millennium. Kotler and Fox (1995) define strategic planning as, "The process of developing and maintaining a strategic fit between the institution's goals and capabilities and its changing marketing opportunities. It relies on developing a clear institutional mission, supporting goals and objectives, a sound strategy and appropriate implementation" (p. 95).
Strategic planning should provide general direction for the school in various areas of school life. It is recommended that strategic goals be developed for at least the following areas:
The most effective strategic planning models appear to be those which are highly participative and collaborative. Effective strategic planning assumes the involvement of board members, administrators, faculty and staff, parents, and other key constituencies. The outcomes of an effective strategic planning process should include:
• Review of major resources available • Analysis of present and future school environments • Establishment of strategic goals • Establishment of strategies and action plans to support the strategic goals and objectives • Consultation to ensure that key constituencies are in agreement with the strategic directions set by the plan
The strategic plan sets the stage for financial planning with regard to both income and expenses.
LONG-RANGE EINANCIAL PLANNING
According to the National Association of Independent Schools (1987), longrange financial planning generally covers a period of five years. The Association argues that a three-year planning period may be too short to be effective while ten-year planning is in many instances unrealistic.
The five-year financial plan should be based on and reflective of the school's strategic plan-its goals and objectives. This long-range financial plan should be a numeric depiction of projects and priorities, set forth in whole dollars. The chart of accounts used for the long-range financial plan should be identical to that used for annual operating budgets.
Long-range financial planning should be carried out by the school's business office in close collaboration with the finance and planning committees of the school board. It is the responsibility of the business office to gather appropriate historical information and to ensure that this information is compiled so as to facilitate the development of assumptions. The board's finance committee will finalize the assumptions which undei*pin the financial plan. In addition, the finance committee will work in close collaboration with the school administration and business office to set forth financial priorities in light of the school's strategic plan. It is further recommended that the longrange financial plan be established as a "revolving financial plan." That is. each year as the books are closed and financial results known, the long-range financial plan should be evaluated and refined and an additional year added so that the plan continues to project five years into the future. The responsibility of the board's planning committee is to ensure that the school administration and board's finance committee consistently prepare financial plans and priorities in light of the school's mission and strategic long-range plan. Long-range financial planning is an ongoing process, with plans evaluated, refined, and updated annually.
The key to successful long-range financial planning is to develop clear assumptions and apply them to each category of income and expense. Detailed assumptions should be developed with regard to cost increases, planned expenditures, compensation growth, tuition rates, tuition income, financial aid, institutional advancement income, etc. Simini (1978) stated that, "Budgeting is the key to financial control. In other areas, the process might be called model building. Both terms connote the same objective, the simulation of operating results, given certain conditions" (p. 103).
ANNUAL OPERATING BUDGET
In the Catholic school, budgeting is indeed the key to financial control. Proper budgeting requires care, thought, adequate information, and appropriate participation. As noted above, the annual operating budget should be based upon the school's revolving long-range financial plan. The preparation of the annual operating budget should follow a clearly defined process and timeline. A sample budget development process is shown below.
Secondary School Proposed Budget Development Process
November-January Prior year financial information reviewed by business manager, principal, and finance committee. Audit report (if available) reviewed by business manager, principal, and finance committee. Principal and staff prepare preliminary operating budget based on assumptions developed above. (Detailed, lineby-line income and expenditure budget to be presented to finance committee in Febmary.) Principal and finance committee review preliminary draft budget and modify assumptions as necessary:
• Contingencies developed • Tuition assumptions finalized • Salary and benefit assumptions finalized Budget presented by principal to board for approval. Contracts for professional staff prepared and signed by principal.
June Books closed for fiscal year. Audit dates set for summer.
July
Begin new fiscal year. Calendarize budget and develop cash flow.
The budget development process calls for expenditure assumptions to be developed before income assumptions. This process ensures faithfulness to the school's strategic long-range plan and facilitates brainstorming and creative thinking by administrators and board members with regard to income generation.
As noted above, the chart of accounts used for the annual operating budget should be identical to that used in the financial planning process. However, it is likely that the long-range financial plan will use summary categories, whereas the annual operating budget will be prepared in detail. Of course, the detailed budget should consistently follow the summary categories shown in the long-range financial plan.
The following budget hints might be considered for both financial planning and budgeting:
1. Budget figures should be realistic, based on the best available information. 2. Contingency accounts should be established and used to meet unanticipated expenses. 3. Realistic allowances should be made for annual increases in the general cost of living. 4. Each budgeted item should have supporting documentation (annotation) to justify or clarify the planned income or expense. 5. Funded depreciation accounts should be used to ensure that capital expenditures for building upkeep are shared evenly by all families. Failure to use funded depreciation accounts often results in the cost of major repairs and capital improvements being borne by one group of families who happen to be involved with the school when the improvement needs to be made (National Catholic Educational Association, 1984) .
NONLINEAR CALENDARIZED BUDGET
Financial management is facilitated through effective budget monitoring and control systems. Without such systems, administrators and board members can be caught off guard as expenses escalate or revenues are not received as projected. Monitoring the annual operating budget and cash flow is a key responsibility of the school's business office. As stated in a Catholic School Management Letter (1997), cash flow may be defined as the continuing change in cash position due to the generation of income or expense. "Cash positions in the Catholic school change daily as tuition and lees are received and contractual obligations are met and expenses paid. In fact, the cash position of a Catholic school is affected by literally hundreds of transactions each month" (p. 1).
In Older to monitor and manage changes in cash flow, the nonlinear calendarized budget is recommended. The nonlinear calendarized budget is a financial depiction of income and expense priorities of the school for a given year with each category of income and expense spread over the 12 months of the school year, based on anticipated actual receipt or expenditure. The nonlinear calendarized budget should present a realistic month-to-month projection of cash to be received and cash to be expended. The nonlinear calendarized budget is the basis for development of monthly cash flow projections.
School boards should fomiulate policies requiring school administrators to monitor and control cash flow monthly through the use of nonlinear calendarized budgets and monthly variance analysis. When used effectively, calendarized budgets and cash flow projections dramatically improve the overall financial management of the Catholic school. Unfortunately, only a small percentage of Catholic secondary schools use nonlinear calendarized budgets.
EINANCIAL MANAGEMENT AND MONTHLY VARIANCE ANALYSIS
Effective financial management requires the use of standard monthly budget analysis forms. A sample recommended monthly budget analysis form is shown in Figure 2 . In order to cany out these financial management responsibilities using a nonlinear calendarized budget, the following responsibilities are noted for owners, board members, administrators, and staff.
RESPONSIBILITIES OF OWNERS (DIOCESES, PARISHES, OR RELIGIOUS INSTITUTES)
1. Require and ratify policies calling for specific budget development timelines and budget approval. 2. Require and ratify policies calling for nonlinear calendarized budgets with monthly cash flow and variance analysis. 3. Participate in the budget development process with the school administration and board committees. 4. Review the calendarized budget in detail and approve both cash flow projections and any financial support provided by the owner. 5. Periodically review the variance analysis statements. 6. Require and ratify policies calling for annual extemal financial reviews or audits. Just as the publicly held corporation uses the annual report to communicate it.s end-of-year profit picture to its shareholders, a Catholic school's annual report communicates the human as well as the financial story to its stakeholders.
As we approach the third millennium. Catholic schools must continue to plan for the future and to be accountable. Above all, administrators and board members must be careful to maintain and enhance the mission of the Catholic school while planning effectively for the integration of elements of faith with the leaming process. Financial planning, financial management, and financial reporting are key components-although not necessarily the determinative components-in ensuring the continuing mission of the Catholic school.
